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LETTER TO STOCKHOLDERS 
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We are pleased to report that 
earnings for 1976 totaled 
$7,916,000 or $3.43 per share 
on sales of $180,988,000. This 
compares with 1975 restated 
earings of $2.60 per share on 
sales of $157,266,000. 


By any standard of measure- 
ment, Superscope’s business 
and financial position has 
never been more sound nor its 
future more promising. In the 
last ten years Our sales and working capital have increased 
more than six times those of fiscal 1967, and eamings have 
quadrupled while our net worth increased five and one-half 
times. 

We enter 1977 with a strong balance sheet, highly auto- 
mated production facilities, and a management team that 
knows how to design, manufacture and market products, 
and to generate earnings for our stockholders. 

The Board of Directors was pleased to be able to announce 
recenily the declaration of your Company's first cash divi- 
dend. This represents an important plateau of growth. Our 
past dependence on short-term borrowings did not, in 
management's judgment, provide an environment appro- 
priate to the initiation of a regular dividend payment pro- 
gram. However, the funding of a $25 million 7-year loan 
in December 1976 made possible a substantial reduction 
in our short-term debt. That, in turn, generated new impetus 
for dividend consideration. 


In January of 1977, we announced the formation of ihe 
“Imperial” division that will market low priced Stereo Com- 
pact Music Systems, Stereo Consoles and Consolettes, 
Portable Cassette Recorders, and Electronic Digital Clock 
Radios. This will give Superscope penetration of a large 
low-end market currently not served by our existing Super- 
scope and Maraniz products. Shipments from this division 
will begin in January 1978. We already have mounted an 
aggressive “Imperial” effort in design and procurement. 
We believe the “Imperial” division will contribute significantly 
to future sales and earnings, and with the traditional 
Superscope-Maraniz marketing and sales expertise behind 
it, this division will seek its proper share of a market that 
has an annual potential of over $500 million. 

Several mass merchandisers have requested Superscope 
to manufacture our products for them under their own pri- 
vate label. To enter this market, Superscope establisned 
a “Private Label’division in September 1976. Superscope’s 
competitiveness in this market is assured by our proven abil- 
ity to meet delivery schedules with quality products from our 
production facilities in Japan, Taiwan, the United States, 
and Belgium. 

It is important to note that the “Imperial” and “Private Label” 
divisions continue our concept of serving a worldwide 
market. This is a fundamental criterion when establishing a 


new effort. As the chart on Page 2 indicates, our non-US. 
sales have increased from less than $5 million in 1972 ¢ 
more than $65 million in 1976. We will continue to pian prod- 
ucts that can be universally marketed by Superscope. 


Design and engineering efforts are at an all time high for 
Our existing Superscope and Marantz product lines. 
Marantz Japan, Inc. has approximately doubled its engi- 
neering, research and development staff during fiscal 1976, 
Already we are starting to see the results of this increased 
R&D effort in new and improved Maraniz and Superscope 
products. In February 1977 we introduced the Marantz 
Model 2385 receiver. This unit has specifications of 485 Watts 
per channel with a total harmonic distortion rating of .05% 
—the best in the history of our inausiry, This model is having 
enthusiastic consumer accepiance and we are now filling 
back orders. Our product planning goals, simply stoted are 
—"Engineering and product design must be consumer 
oriented, with the goal of bringing maximum value to the 
consumer, while maintaining the ultimate quality in sound 
reproduction” 

In addition to the above, Superscope has several projects 
in the research and develooment stoge, some of which, 
| believe, augur well for the maintenance of your Com- 
pany’s premier position now and in the future. 


superscope places continuing emphasis on the human 
factor, as it underscores the real basis foriong-term success. 
In 1976, we were able to attract and recruit several notaole 
additions fo our management staff, and currently nave, 
what | believe to be, the most capable management team 
in Our industry, Our Company operates in a very competi- 
tive industry, and we face daily a multitude of unknowns. 
The only way we can be successful in this environment is 
by having the most capable, dedicated group of 
employees—the best products—the most efficient market- 
ing system. We have it! 

The business environment in whicn we operate is exoecied 
fo continue to be challenging. Our performance in 1976, 
notwithstanding certain difficulties, woulc not have been 
possible but for the support of our loyal employees. We 
also deeply appreciate the confidence of our stockholders, 
and we ask for your continuing support as we move forward. 
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Joseph S. Tushinsky 
Chairman of the Board 
and President 
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CONSOLIDATED STATEMENT OF INCOME 
AS RESTATED (NOTE A) 
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Year ended December 31, 


1972 1973 4974 1975 1976 
(000 omitted) 
NET SABES ie oS See TERNS ISTE Oe eae a ar S 84,682 $119,027 $157,234 $157,266 $180,988 
COSTS AND EXPENSES: 
COSEOFSOIES Fi ee REN Sea 56,008 77,770 104,594 407,026 424,267 
Selling, general and administrative... . 6... ee. 18,210 24,490 32,570 36,410 44,273 
fnlereshe ee Ge eee Li GCT CHALOM SE MEUM EH A416 A247, 4,706 4952 4,067 
74,634 103,477 141,870 148,388 169,607 
OPe|IGHlING INCOME: He A sce ec ata 10,048 495,900 15,364 8,878 44384 
Minority interests in net income of 
consolidated SubSIGIONies eye dl eu (189) HELO) 
EQUITY IN NET INCOME OF MARANTZ JAPAN, INC... A464 4,597 4,506 4,001 4,453 
Income before income TaxesS.... 6... eee. 10,509 47,147 16,870 9,690 42,764 
PROVISION FOR INCOME TAXES: 
CUTER eS ireecon ai Bit ln Gr RA ING ar te Herta duu ep BAS 7,386 6,918 3,938 4,296 
Defered (TEGUCTION) a iy AVE a Ts (306) 230 A415 (250) oon 
TOR ua ere ae CON nT as Eat ea uae 5,119 7,616 4,933 3,688 4,848 
NET INCOME Genii ie asus SITIES narra aiued 3 1. &390 91.534 S$ 9,537 2 OOO2 est Ons 
PER SHARE OF COMMON STOR ay tia nes tls Se FDISA Si AS AA 1 $1) 260 Si OAS 
AVERAGE COMMON SHARES OUTSTANDING. ....... 2,304 2,305 2,307 2,307 2,308 
NET INCOME AS PREVIOUSLY REPORTED. ........... Sits ioe Vf SH OLS S$ 9916 9,208 
Adjustment for product warranty costs (Note A)... (167) (242) (379) (251) 
NET INGOME-AS RESTATED siege Sei ie i ti Oati cle S. 5,390 > 19,534 SOY, S.  6,002 
PER SHARE OF COMMON STOCK: 
Net income as previously reported... ee SOTERA Sa OA St BO Se Wag 
Adjustment for product warranty costs (Note A)... (.07) (.11) (AZ) (44) 


NET INCOME AS RESTATED. .... TO AIRY abu Nt a Wiehe eae Sith) To AMS i OO 


A. In accordance with provisions of Statement of Financial Accounting Standards No. 5, Superscope adopted the 
accrual method of accounting for product warranty costs effective January 4, 1976, and applied this method retro- 
actively resulting in restatement of Consolidated Statements of Income for prior years. Previously Superscope charged 
product warranty costs to income as incurred. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
CONSOLIDATED STATEMENT OF INCOME 
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NET SALES 


Sales increased to $181.0 million for the year 1976 from 
$157.3 million in 1975. 


Sales in foreign countries increased $21.7 million during 1976 
including a $13.6 million increase in Japanese sales result- 
ing from the January 41,1976 acquisition of Marantz Far East, 
Inc. as explained in Note 3 to Consolidated Financial 
Statements. 

Although sales for the years 1975 and 1974 were approxi- 
mately equal, sales of Sony products decreased from $55.0 
million in 1974 to $32.7 in 1975 as a result of the phase-out of 
certain Sony products as explained in Note 12 to Consoli- 
dated Financial Statements. This decline in 1975 was off-set 
by increased sales of Marantz and Superscope products. 


GROSS PROFIT MARGINS 

Gross profit margins for the year 1976 were 33.0% versus 
32.0% for 1975. In the fourth quarter of 1976, gross profit 
margins were 31.0% versus 29.5% for the same period in 
4975. This difference resulted from the non-recurrence of 
certain factors discussed in the following paragraph which 
reduced 1975 gross profit margins. In the fourth quarter of 
1976, Superscope discontinued and reduced prices for cer- 
tain products in anticipation of new product introductions 
in the first quarter of 1977. 


In the fourth quarter of 1975, gross profit margins decreased 
to 29.5% from 34.5% forthe same period in1974.This reduced 
gross profit margins for the year 1975 to 32.0% versus 33.5% 
for 1974. This decrease resulted from Superscope’s inventory 
reduction program which was accelerated in the fourth 
quarter by selected dealer (wholesale) price reductions on 
certain models. Further, because of the inventory reduction 
program, Superscope experienced a longer than normal 
time lag in implementing appropriate price increases. 


SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 


During 1976, Superscope experienced an increase in sell- 
ing, general and administrative expenses of approximately 
$7.9 million or 22% versus 1975. 

In Japan, increased wages, sales expenses, advertising 
and occupancy costs of approximately $3.0 million were in- 
curred in developing the Japanese sales market. Similar 
expenses amounting to $1.5 million were associated with 
higher sales in other foreign countries. 

In the United States, salaries, wages and related expenses 
increased approximately $1.1 million. Although principally 
related to higher 1976 sales, advertising and sales expenses 
of approximately $850,000 for printing new product 
brochures, increased utilization of co-operative funds 
and freight expenses were experienced. Increased OoccCu- 
pancy costs associated with the Chatsworth facility 
amounted to approximately $415,000. 

During 1975, Superscope experienced an increase in sell- 
ing, general and administrative expenses of approximately 
11.8% over levels incurred during 1974. Such increases re- 
sulted primarily from increased wages and additional per- 


sonnel. Occupancy costs increased over 1974 due to 
expansion into new facilities and abandonment of certain 
leased properties. Decreases in expenses resulted primarily 
from reductions in advertising expenditures for 1975. 


As discussed in Note 7 to Consolidated Financial State- 
ments, Superscope adopted the accrual method of 
accounting for product warranty costs in accordance with 
provisions of Statement of Financial Accounting Standards 
No. 5. The provision for warranty costs decreased approxi- 
mately $265,000 in 1976 to $2,030,000 primarily because of 
decreases inrates allowed fo independent service stations 
and warranty periods for certain Maraniz and Superscope 
models. The increase to $2,295,000 in 1975 from the $14,620,000 
in 1974 was atiributable primarily to higher rates allowed to 
independent service stations, which performed warranty 
services for Superscope, 


INTEREST EXPENSE 

The decline in bank interest exioense from $5.0 rniilion in 
1975 to $44 million in 1976 is attributable to both reduced 
domestic interest rates and reduced average short term 
borrowings in 1976. 

Although interest rates Geclined during 1975, an increase in 
bank interest exoense from $4.7 million in 1974 to $5.0 million 
in 1975 resulted from an increase of approximately 25% in 
average short ferm borrowings over 1974 levels required fo 
maintain higher inventory levels during most of 1975 and to 
finance construction of the Chatsworth facility. 


MARANTZ JAPAN, INC. 


The $452,000 increase in 1976 over 1975 in the equity in nei 
income of Marantz Japan, Inc. (MUI) resulted primarily from 
higher sales, a lower effective Japanese tax rate (46.2% in 
1976 versus 54.0% in 1975 primarily resulting from the expira- 
tion of atemporary surtaxin Japan) and higher income from 
50% or less owned companies (approximately $218,000) 
whose earnings are accounted for by MJI under ihe equity 
method. 


The $505,000 decrease in 1975 over 1974 in the equify in 
net income of Mul resulted primarily from lower sales. 


INCOME TAXES 


The effective tax rate for 1976 and 1975 remained un- 
changed. The $32,000 reduction in 1976 of available invest- 
ment credit was offset by increased income from foreign 
subsidiaries with lower effective tax rates. The 5.4% Gecrease 
in the effective tax rate from 43.5% in 1974 to 38.1% in 1975 
resulted primarily from additional investment credit of 
3179,000 in 1975 and from greater contribution of income 
by foreign subsidiaries with lower effective tax rates. 


SUPERSCOPE, INC. AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEET 
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ASSETS 


Current: 


Accounts receivable, less allowance for possible losses of 

$952,000; CNG S820, OOO eee ae MiSeU Tae | ite ry sa ues nOHiPs gale aedinedeias i 
laventories (NOTES 4) ioe ise RICE ICUs tls la a EI ao em go a 
PIED OIC EXPENSES 5 gM Lin aids GP Re Dunes aitietist Uaeee Gene cel geal ann AM a gun URR i at 


Total CumenPossets ts iiniay od Cae ROMS alee Straaitiegs a cu es ar laa Weg anu Ue 
Property and equipment (Notes 20QNd 5)... 0... ee ee 
Investment in Marantz Japan, Ine: (NOS Bye eee a ae dg 
Deferred Charges GNG OME Wor ae ogee CSR a es ele aa Md her leap ames 


LIABILITIES AND STOCKHOLDERS’ EQUITY 

Current liabilities: 
Notes payable io banks (NoTes 4.and 5}. ier a ae ne 
ACCOUMS DOYODIO i iia incan Pr prar i ccaiieacog area ech en HOS Gate oe MuRUU I, 
ACCTUGC OXDENSES curd Ne HTRURT Maiti ean gay Ale kete ect EARN AE nOCaR DAH acer eR 
Income taxes payable (NOTE G) ss oi nen ec eRe pe ben ease 


Tofal CORENTTOBINIES Oo Vnue iin ay eee Eee Cu ac ea Wan aaa 
Long term debi(Nole Sisco a ee re tp te iets ae aat Mee 
Deferred income taxes (NOTE 6) oe aie re Cit Le ue ola 
Estimated liability for product warranty costs (Note 7)...... 60. 
Minority interests in consolidated subsidiaries... 0.0... ce ee 
Contingent liabilities and commitments (Note 11)... ee cee 
STOCKHOLDERS’ EQUITY: 
Common stock, $4 par—shares authorized 10,000,000, 
outstanding 2,308,000 in 1976 and 2,307,000 in 1975; 
reserved for stock options 400,000 (Note 10). ea, 
AdGitional BGIG-in Catal suit aiiigige, elk Sota aroha a ame staal 
RETAINS CQIMINGS ore aie a ee ee ue aa eer an 


Total slockholdersiSQulyc aie Wael in ian eae ri es cracan ye teen Ieee ceed 


December 34, 
1976 4975 
(Note 7) 
(000 omitted) 
$16,559 Suita Gog 
44,780 43,195 
59,706 40,838 
2,975 2,470 
414,020 91,065 
26,267 24,542 
7,826 6,559 
AD 972 
$149,235 $423,138 
SO Fao $1 B3302 
lire ade 9274 
9,784 7,999 
5A6 980 
43,910 Loh Boi otek, 
35,966 10,878 
4,175 609 
888 802 
TAG 609 
2,308 2,307 
8,895 8,884 : 
66,583 58,655 
$149,235 $123,138 


see accompanying Summary of Significant Accounting Policies and Notes to Consolidated Financial Statements. 


SUPERSCOPE, INC. AND SUBSIDIARIES 
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CONSOLIDATED STATEMENT OF INCOME 
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Year ended December 34, 


4976 (975 
(Note 7} 
(COO omitted) 
Sey TIRE IO Scag A eh AE CMO USA SL an ca ae $180,988 $457,266 
Costs and expenses: | 

Rees INGEN IN HM rine, cana as MC a UES ged as iil eaiet hla 424 267 407,026 
Selingd: OSneral anc OdministtaHtves ee nS ei 44,273 36,440 
Interest..... Sept ACES an Sane ee pig Oh Ain ate eg GOREN TRU ah engeer net eu 4,067 A952 
169,607 148,388 

ate an) i oll tot 9 a RAN cee P00 A ara tee RA ae en a RO HOS 14,384 8,878 
Minority interests in net income of consolidated subsidiaries............. (70) {189} 
Equity in net income of Marantz Japan, Inc. (Note 3)... ee 4,453 (O04, 
Income before provision FORME ORReCKeS i emia Hel Coan 12,764 9,690 
OMI ion TOMeS (NOT Oy i als co ce clu alc ee satay 4848 3,688 
[SECS age Tey OIA GTA NRE ST IGG SEOUL A Sa 1) An eR Se Ke 8 6,002 
Net income per common share (Note 8). 00... ees Sars 46) OOD 


SOVOOSHGVOGO OS SOGHOCOSHCSS SOOO S HOA HCOSHHGEDOOSO DO SGIOY EGE GHY BAGBY Wud Hered 


CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY 
TWO YEARS ENDED DECEMBER 314, 1976 
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Common Additional 
stock paid-in Retained 
S41 par capital ~=—s eamings 
(000 omitted) 
Balance at January 41,1975: 

PROC VIOUSITTCOOMEO mal ai we tela amie UMC U EN oa Gee bo $2,307 $8,884 $42,366 
Adjustment for change in accounting method (Note 7)............. (904) 
a HN Me IO a aaa act atone dle bel ae UG guns Ua a al ln 2,307 8,884 441,462 

Net income forthe year....... Cem MDGS oe eM RI a a omen 2 6,002 
MNCS CCMA Or ue ely ddim nla le dar ule toy Ssjala bods Vlas 2,807, 8,884 A7,A64 
3 ea netolgg elite dratoit(o ol dima MD Mne ET DURuRL HORSE iMag es MO RE aio ie a L940 
PROCESS s HOM eORCOMNTION: SINGNOS ye ieaii te LS ilakai dae dais. i ESTER eT ne 


Veal GeV elqine oa aplels gO Ull LSet Migen Un TEAL Rie ian tain in amore a aaa ie $2,308 $8,895 $55,380 


- See accompanying Summary of Significant Accounting Policies and Notes to Consolidated Financial Statements. 


SUPERSCOPE, INC. AND SUBSIDIARIES 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
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SOURCE OF WORKING CAPITAL: 
INET OR ITS 1) Wea AI AGU TEAST BBR os aii oc een Meet Tea 
Add (deduct) items not requiring (providing) working capital: 
Depreciation ANG GMONIZANCA ees ei ee 
Deferred INCOME TAXES Hey ea UNS ae Nig Sagi siete 
Minority interests in net income of consolidated subsidiaries 
Product warranty costs (NOTE: Z ye i as sce tee 
Foreign exchange translation loss on long term debt...... 
Equity in net income of Marantz Japan, Inc. (Note 3)....... 


Total provided from:OMeraHiions 0. ose hae wwe aa 


Issuance of long term debt (Note 5)... eee. 
Retirements of property and EqUIOMENT... 0... ee eee 
Dividend fom Maraniz Japanlncie), a iin ukantile manera eatin 
Reduction in investment in Marantz Japan, Inc. (Note 3)... .. 
Minority interests in consolidated subsidiaries.............. 
Proceeds from sale of COMMON SNAKES. wil ve 


TOTAL SOUFCRS ie Oe aa TRUTH REL aes Uae 


APPLICATION OF WORKING CAPITAL: 


Additions to properly and EQUIDMENT..... 66 ee. 
Increase in deferred charges and other assels............. 
Repayment OMOnG Tenn Geta ia) Seen Ga Ses ae cia 


TORO DIOCGHONS Her TMU OUR i asso tae sete 


INCREASE IN WORKING CAPITAL 
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CHANGES IN WORKING CAPITAL ITEMS: 
Increase (decrease) in current assets: 


Accounts receivable 
Inventories 


Totals 


increase (decrease) in current liabilities: 
Notes payable 
Accounts payable 
Accrued expenses 
Income taxes payable 


Totals 


ety) Sah hE loa) [yarsh Bib 97 (al lsoLereiy er {obi opeign tiujeaet iol} res piers 505 ied (mse pus TR etM (bm Oliens wt aaa fed mia ir Sew Wer eter BD etd Ae Meter 
WE Rathsohhtopizete "admiring ap tak isis os tory ates elie wih ile) gu pee aOM: Sep PW iin Sees pies he AR etal 
ye Ml Welel al lial itoltthretbt sel) ppe tan tel fellieli Gnd @ tian! wt Meuse he lye Ot); RUST, Ob DEP RE Mii we er Guenees| elt ps wl ite somal 


aL iCemir ie iby Uerate: Nedra ti(eut webu viet emasmle mim te tym | pte mt wri elt pee Gwe Salant, hpi het Cait) Mus mins alts e! SP 


MOMSEN LENT ST BOM pic hin ne War bec iat watt ead Ri ear Nur BUCA TRC iin at eR Wiad Mle or eel Pi eas WAL TAT ISIE Se SE eye Eh | 
PMO an et MeCN Pee Me ee MCU i Oe i Tak iW ies ec ee RT Rees ey yesh arte err tig Ph beri}ats 
aie a ee alia ria hb) hn aa Lew i ome ERM Pm Me) atime ay | EPR RIDA Sai Seman Hoss Koll aaty) Urabe Rl Et 


DSL BLUE ar Ve Sore wrccarieaitre Met Vol cat libeiie ie alan oi ara n@ ja teermet tm ieh lime imi tim ty mi cadiw | Dal wie Yetta hen we ew Wetec ec 


CAC BT eine Weer ea tiy yap ayaa Met ir ered wat CUTE Lis Patou by pe Lee aL 


athine ye false e)) wel sw 


Aisa ies tilay tented: Coe tid) ote 


Cheirvie bec Pric ure Pans Pes) 


Clad pr pea iC inh aun Basia Bar| 


Sime deimiled wi anieic™ 


par hisel REL obs Waert aay Sti 


pe atrae al Seay eae 


TP CRUE Meat tat Seka 


elles Len ter awe ry Verh 


DCSE kt tee ert meer 108s | 


Year ended December 31, 


1976 


A594 
S 30,630 


2) OOF 
1,585 
18,868 
505 


22,955 


(11,570) 
2,547 
idee 

(434) 
(7,675) 


S 30,630 


1975 
(Note 7) 


S 6,002 


1,269 
56 
189 
187 


(1,001 ) 


6,702 
9,670 
918 
A 
825 
420 


18,576 


11,925 
252 


AZ A 
S 6,399 


Pi O42 
4,758 

(15,704) 
255 


(9,676) 


(16,240) 
(4:24) 
1,842 
(466) 
(16,075) 


S 6399 


see accompanying Summary of Significant Accounting Policies and Notes to Consolidated Financial Statements. 


SUPERSCOPE, INC. AND SUBSIDIARIES 
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


PRINCIPLES OF CONSOLIDATION 


The consolidated financial statements include the ac- 
counts of Superscope, Inc. and alll ifs subsidiaries (Super- 
scope). Intercompany accounts and transactions have 
been eliminated. The investment in Marantz Japan, Inc., a 
50%-owned company, has been accounted for under the 
equity method. 


INVENTORIES 


Inventories are valued at the lower of cost (first-in, first-out) 
or market. Service parts are included in inventories. 


NEW MODEL COSTS 

The costs relating to testing and preparation for marketing 
of new models are expensed in the year the models are 
available for distribution. Tooling costs of new models are 
amortized over the estimated production life of one to three 
years. , 

ADVERTISING MATERIALS, MEDIA AND CATALOGS 


The development cost of advertising material and the re- 
lated costs of magazine and media advertising are ex- 
pensed at the time of publication and/or broadcast. 
Catalog costs are amortized up to one year. 


PROPERTY, EQUIPMENT, DEPRECIATION AND AMORTIZATION 


Assets are stated at cost; depreciation is computed on the 
straight-line method for substantially all assets. 


Expenditures for additions, renewals and betterments are 
capitalized; expenditures for maintenance and repairs are 
charged to expense as incurred. Upon retirement or dis- 
posal of assets, the cost and accumulated depreciation 
are eliminated from the accounts and the resulting gain 
or loss is included in the statement of income. 


DEFERRED CHARGES 


Start-up costs of new operations are amortized over a 
period of up to three years. 

INCOME TAXES 

Deferred income taxes have been provided on the differ- 
ence in earnings determined for tax and financial reporting 
purposes. The major differences result from start-up costs 
for new operations, new model costs, service parts inven- 
tory, depreciation, product warranty costs, certain install- 
ment sales, and state income taxes. 

Superscope has made no provision for income taxes on 
undistributed earnings of foreign subsidiaries, as it is Super- 


scope’s intention to retain such earnings in the subsidiaries’ 
operations and not to transfer them in the form of a taxable 
transaction. 


Investment tax credit is taken info income currently-as a 
reduction of the current provision for taxes on income. 


PRODUCT WARRANTY COSTS 


Estimated product warranty costs are recorded in the year 
of sale. See Note 7 to Consolidated Financial Statements 
relating to the change in the method of accounting for 
product warranty costs. 

TRANSLATION OF FOREIGN CURRENCIES 

Accounts of foreign companies are translated into U.S. 
dollars based on appropriate rates of exchange, as follows: 
(a) cash, receivables and payables were translated at year 
end rates, (b) other balance sheet items and depreciation 
expense at historical rates and (c) revenue, costs and ex- 
penses, exclusive of depreciation, at weighted average 
rates in effect during the year. Gains and losses resulting 
from translation of foreign currencies to U.S. dollars are re- 
flected in the statement of income. Foreign currency losses 
amounted to approximately $314,000 and $102,000 in 1976 
and 1975, respectively. 


PENSION PLAN 


Pension costs are funded as accrued; unfunded past serv- 
ice costs are amortized over 30 years. 

STOCK OPTIONS 

Proceeds from sale of common stock issued under Super- 
scope’s stock option plan are credited to common stock 
at par value and the excess of the option price over par 
value is credited to additional paid-in capital at the time 
the option is exercised. No charges are reflected in income 
with respect to the granting or exercise of options under 
the plan. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


TWO YEARS ENDED DECEMBER 31, 1976. 
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4, INVENTORIES: 
Major classifications of inventories, used in computing cost 


of sales, were as follows: 
1976 1975 1974 
(000 omitted) 
Finished products... 000.0... $45,777 $29,167 $43,506 
WORKIN DIOCESS We ue 2,810 2,009 2,325 
Raw rmoterials and 
SEIMVICE DENTS bic Haiuis Uinidieisnan aay 9.662) 40706 
$59,706 $40,838 $56,539 
See Note 3 to Consolidated Financial Statements. 
2, PROPERTY AND EQUIPMENT: 
Properly and equipment consist of the following: 
Estimated 
1976 (975 useful lives 
(000 omitted) 
ED (gu (ep ae RSet ne aT Sa vaao Ma Nae A 
Buildings and 
improvements. ........ 14,920 3,388 10-50 years 
Machinery and 
equipment... kk. 42,487 7,/45. 3-40 years 
Leasehold improvements . 351 206 life of lease 
Construction in progress. .. Rr 28 
29,983 25,850 
Less accumulated 
oe OIECIAHION. ws 9,879 3,204 
24,608 22,599 
Property held forsale .......4,659 1,943 
926,267 $24,542 


Construction in progress relates to Superscope’s corporate 
headquarters in Chatsworth, California. The new facility was 
completed and fully occupied in April, 1976. 

Properly held for sale is carried at book value, which 
approximates net realizable value, and relates to facilities, 
which were vacated when Superscope completed its new 
cororaie headquarters and certain property in Taiwan. 


3. MARANTZ JAPAN, INC. : 

In 19741, Superscope acquired 5,600,000 common shares 
(50% interest) of Marantz Japan, Inc. (MUI), a Japanese 
publicly-held company, for $3,000,000 cash. The purchase 
price exceeded Superscope’s equity in the consolidated 
fair market value of net assets of Mul at the date of acqui- 
sition by $1,845,000. This amount is being amortized over 40 
years, Based on the per share price of the publicly traded 
stock on the Tokyo exchange, the market value of 
9,600,000 common shares of MJI amounted to approxi- 
mately $1,900,000 at October 25, 1974 (date of acquisition) 
and $15,288,000 at December 31, 1976. The Mul shares 
owned by Superscope are not registered for trading. 
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Summarized financial information of MUl is as follows: 


esi 


1976 | ae 
(000 omitted) — 
CSUMENT GSSEtS ian es een a 907, 953 
Properly and equipment..........., ati AO AOD taal | 
OINEROSSETS Fae ah rn Ye AOA OA 
. $42,686 SGA Ago 
Curent lies! ieee Bek ee | $24,962 | $19,895, 
Long term liabilities....... healt ah TRO 200 Nace 
Stockholders) CQUAV sive ah ok ena esitn any Peatoy|o} 9,595 
| $42,686 $31,482 
REVENUES eo CONC Ae an Bannan tokowalte ni giis's o) fa (sa 
Income before provision for income | Ha oetawine aint 
TOES sal Ua cic lint nee eae SF ARN eo ne Yd 3,074) 
Provision for income faxes... ... 0.66.0 04 2,744 AoE! 
Net | INCOME. ee o203 


Included in MUl’s current assets is Gooey 89, 943, 000 uy 


and $5,694,000 of finished products inventory which has _ 


been manufactured for sale primarily fo Superscope. ve i i i 


Note 4 to Consolidated Financial Statements. — re 
Effective January 1, 1975, Superscope Taiwan, Ltd. (Sst), a 

wholly-owned subsidiary of Superscope, acquired the net 
assets of Standard Radio Corporation, Taiwan, a wholly- 


owned subsidiary of Mul, by issuing shares which gave MJ uh 


a 20% ownership of SST. MUI carries its investment in SST _ 
under the equity method. The transaction was accounted © 


for as a purchase by SST. Superscope’s beneficial owner- 


ship in SST was accordingly reduced from 100% to 90% and 


$825,000 was transferred from Superscope’s investment in = 


MUI to its investment in SST. As a result of this transaction, 


MJl contributed to SST $132,000 and $137,000. in 1976 and. fi eh 


1975, respectively, for costs incurred because of ae ' 
transaction. 


Effective January 4, 1976, Standard Shoji Kabushiki Kaisha 1 


(SSK), a wholly-owned subsidiary of MJl, acquired the net 
assets of Marantz Far East, Inc., a wholly-owned subsidiary 
of Superscope, by issuing shares which gave Superscope ~ 
a 50% ownership of SSK. SSK’s name was changed to 
Maraniz Far East, Inc. (MFE). MUI carries its investmentin MFE 
under the equity method. The transaction was accounted — 

for as a purchase by MFE. As a result of this transaction, — 
Superscope’s beneficial ownership in MFE increased from 


50% to 75% and $46,000 was transferred from Superscope’s — A 
investment in MUI to its investment in MFE. In 1976, MJI con- 
tributed approximately $1,000,000 to MFE as sales discounts, - 


in order to dispose of discontinued merchandise and assist and 
in sales promotion efforts. ‘ 


Superscope purchased finished units and parts from MJ! of 


approximately $80,000,000 and $43,000,000 during 1976 — i 


and 1975, respectively. Superscope sells U.S. produced “ 
units and parts to MJI. Such sales were approximately 


Sees Vots meget 
5,817 
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$4,200,000 and $1,500,000 for 1976 and 1975, respectively. 
In addition, MJI has agreed to participate in the manage- 
ment of SST. Management fees amounted to $612,000 in 
4976 and $295,000 in 1975. 


The difference in 50% of the net income as reported by 
MJI and the equity in net income of MUI included in Super- 
scope’s consolidated statement of income results primarily 
from the elimination of profits in inventory and Mul’s equity 
in income of Superscope’s consolidated subsidiaries. 


The difference in Superscope’s share of MUI equity and its 
investment as shown in the consolidated balance sheet, 
is as follows: 


1976 1975 
(000 omitted) 
Superscope’s share of MJI equity at50%. $6,259 $4,798 
UHGMONIZEG:GOOGWI oe aay 4,590 4,635 
Excess of fair value at date of 
acquisition over costio MUI ofland... 1,330 4,330 
Intercompany profits in inventory....... (844) (117) 
Elimination of MUl’s investment in SST 
and MFE, consolidated subsidiaries 
Ol SUDETSCODE ein ene rat, (874) (825) 
MISCCIOAREOUS icc eee ae ae a (174) (262) 
Superscope’s investment in MUI... 0... $7,826 $6,559 


In conjunction with the acquisition of the Mul interest, Super- 
scope sold rights to its manufacturing know-how for 
$1,400,000 to MJI and acquired certain marketing rights from 
Mul for $1,400,000. Both contracts call for equal monthly 
installments over ten years. As of December 31, 1976, the 
unpaid balances of these notes were $723,000. 


4, NOTES PAYABLE TO BANKS: 
Following is information with respect to short term bank 
borrowings: 


At December 31: 1976 A975 
(000 omitted) 
Domestic loans outstanding.........$ 7,884 $33,214 
Foreign bank overdrofts....... 8,084 8,082 
RON OMAOODS yi ies ae uneM Nh aie wary 5,794 Ueio, 0) 
21,762 42,646 
Amount reclassified to long 
HORT UINCHE ess ieee SU iis ety Mite) 9,314 
So LAO POGOe 
Average interest rates: 
PONIES arithmetic bimteieeiiend aid icp arene au 6.6% 76% 
PROPCON Mu aie ist uae ieee eanea i aa ae yh Ut 10.4% 7.8% 
Unused lines of credit: 
POORER UH irate akc nn aM ear $19,472. 3 6,800 
TOS (© APUG Catia ta ea em eg PE A 10,883 7461 


Maximum amount of aggregate 
borrowings at any month end... ....S49,294 


Approximate average aggregate 

borrowings outstanding during 

MECH eri y iim Riura My ibialg etednidl yi) 940,134 
Approximate weighted average 

interest rate (computed by 

dividing the related interest 

expense by average borrowings 

outstanding during the year)... ... 79% 9.5% 
There are compensating balance requirements of 10% on 
the domestic credit line plus 10% of any borrowings there- 
under, computed on an average annual basis. The com- 
pensating balances are not legally restricted. 


959,104 


952,233 


5. LONG TERM DEBT: 
Long term debt consists of the following: 


1976 PAS 
(000 omitted) 
MONOCOSNOON se iN 9 9,328 $9350 
DOO TORM HOGI Gey ge a) INURE At 1,695 4 064 
Notes payable to banks under a 
revolving credit agreement, .......20,000 
36,023 IO,914 
ESM PCH S ON ult eA MURATA ich aa 36 
$35,966 $10.8: 


Mortgage loan represents the borrowings for the financing 
of the corporate headquarters in Chatsworth, Califomia. The 
proceeds from this loan were received in June 1976 after 
Superscope had completed tis new facility. The morgage 
of $9,350,000 is payable in monthly installments of $80,000 
including interest at 9.75% with the unpaid principal due 
in 1996. At December 31,1975 notes payable to banks 
of $9,350,000 were reclassified to reflect this indebtedness, 
for which a commitment was received in December 1975. 
Property with a net book value of approximately $12,500,000 
is pledged as collateral in connection with this loan at 
December 31, 1976. 


In December 1976, Superscope entered into a term loan 
agreement with U.S. banks to provide for a $25,000,000 
revolving credit in either U.S. currency, Eurodollars or Euro- 
currencies, or any combination thereof, through November 
1979. The interest rate is 1% above the U.S. prime rate or the 
London interbank rate, depending on the currency bor- 
rowed, through November 1978, and 14% above the US. 
prime rate or the London interbank rate through November 
1979. The balance outstanding at November 30, 1979 Is 
payable thereafter in equal quarterly installments through 
November1983 with interest at1%% above the U.S. prime rate 
or the London interbank rate, depending on the currency 
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seta (te Qe ap ah BS Gs Hy ae a eh GH is Se AE eh he GS Gh AE Sh A ee GD a 


borrowed. Terms of the agreement provide for a commitment 
fee of 4% on the unused portion of the line of credit. There 
are compensating balance requirements of 10% of the 
sone line. These compensating balances are not legally 

estricted., The agreement contains certain restrictions on, 
ceo other things, creation of certain additional debt, 
maintenance of specified working capital and tangible net 
worth balances, maintenance of specified working capital 
and debt-to-equity ratios and the payment of cash 
dividends. 


Longterm loans payable by a Belgian subsidiary amounted 
to $4,695,000 and $1,564,000 as of December 31, 1976 and 
1975, respectively. The increase is due fo the translation of 
foreign currencies in accordance with the provisions of 
Statement of Financial Accounting Standards No. 8. The 
proceeds were used fo acquire land, building, machinery 
and equipment. The annual rate of interest is 10.5%, less a 
5% Belgian government subsidy which expires in 1979. 


Maturities of long term debt for the next five years are: 


NOT he Os UNG See Manas SUL eR 9 097,000 
NOT Sie a sa ene aie ann eae nu O TE Menai aaisiat 8} 08,000 
Macs Mee ence ui io rena le aii tray igi Gis HIN 3 >.» 341,000 
IG BO i ee SA ES a aa ee est aaa S 6,569,000 
AD BA oie fsa aN AN iG delat a ana a a Oe ea S 6,984,000 


6. INCOME TAXES: 
The componenis of consolidated income taxes were as 
follows: 


1976 1975 
(Note 7) 
(000 omitted) 
Current: 
iRo(@ (2) (@| Rene anu DES AG crn ceikit re SQA i SA O8B 
HONE G5 ee EUS tS eo Oe 544 458 
FOTW gs ie ee eu ena aoe ica a eae 1,906 4,497 
TOTSL GUITERT ius Neeepetag aetna 4,296 3,938 
Deferred 
PEGS sin esa ru iitinant eee aii ay 546 (197) 
Se If ane nant RAN iat aU HtTAN ANG A7 (17) 
FOPSION ee arsine eae aaa (44) (36) 
Tofabdeferedtis loli iamaiiian fis den 562 (250) 
914,848 5) 3688 


Deferred income taxes result from timing differences in the 
recognition of revenue and expense for tax and financial 
statement purposes. The source of these differences and 
the related deferred tax increase (decrease) of each are 
as follows: 
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1976 1975 
(Note 7) 
(000 omitted) 

DEDIECICON C22 esa ees ae lene cilio Sr BOShe SMOG 
Service parts invention i. un wae. 63 (124) 
Construction in Progress... 0... 39 99 
SITS INCOMES TAKES ie oy cay wie (69) 447 
Start-up costs for new facilities......... (59) 72 
INSTOUMENMT SQES Ei Matra Maia tel aie (25) (36) 
Product warranty costs. . . ae (30) (250) 
NMEWiIMOGELI COSTS eT Meree aa cinta iby (8) (237) 
MISCEIIGMEOUS Uhre icp g 78 (117) 
Tolal deere ya iain ieee ane Se SOD Si soe) 


The effective tax rate on income before income taxes was 
less than the statutory Federal tax rate. The reasons for the 
differences, and their effects on the tax rate, were as follows: 


% of pretax income 


1976 1975 
(Note 7) 
Statutory Federal tax rate... eee. 48.0% 48.0% 
Increase (reduction) in taxes 
resulting from: 
Equity in net income of MUI after 
foreign taxes, but not expected fo 
be subject to Federal tax...... (5.5) (5.0) 
State income taxes, net of Federal 
TOX DENEHIS ew We ieee ee ela gene 24 24 
Foreign income subject to lower 
foreign income tax rates...... (3.9) (3.4) 
Investment tax credits............. (2.1) (3.2) 
COMO a RN oH Leia ae (.9) as 
Actual effective tax rate... i... ea. 38.0% 38.1% 


The cumulative amount of undistributed eamings of foreign 
consolidated subsidiaries on which Superscope has not 
provided income taxes was approximately $8,790,000 in 
1976 and $5,904,000 in 1975. If such earnings were distrib- 
uted in the form of a taxable dividend, additional taxes, 
after foreign tax credits, would amount to approximately 
$4,718,000 in 1976 and $4,102,000 in 1975. 


Superscope’s foreign consolidated subsidiary (SST) is 
exempt from payment of income tax on its income from 
the manufacture and export of cerfain products through 
August 34, 1978. In 1976 and 1975 the amount of applicable 
income taxes would have been approximately $309,000 
($143 per common share) and approximately $59,000 
(S.03 per common share), respectively. 


Investment tax credits applied as a reduction of provision 
for income taxes amounted to $274,000 in 1976 and 
$306,000 in 1975. 


SUPERSCOPE, INC. AND SUBSIDIARIES 


SOSOSISOSOC SHS VSS SSS OPS DOV SOG TPH POURGHGOS MOOS Oe der ooo e 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
TWO YEARS ENDED DECEMBER 34, 1976, CONTINUED 


Sra RTs ie RD ae ale elle ih By 


SHSLOKGOESHFSHSOSHSOSHHUGOCOSODOHHUUOGHO VODICE VO COLONHAAA GOOD HHO WHEY w Hed 


7. CHANGE IN METHOD OF ACCOUNTING FOR PRODUCT 
WARRANTY COSTS: 

In accordance with provisions of Statement of Financial 
Accounting Standards No. 5, Superscope adopted the 
accrual method of accounting for product warranty costs 
effective January 4, 1976, and applied this method retro- 
actively resulting in restatement of the financial statements 
for 1975. This accounting change resulted in a decrease 
in retained earnings at January 1, 1975, of $904,000 (after 


related income tax effect) and decreases in 1976 and 1975. 


net income of $29,000 ($.01 per common share) and 
$251,000 (8.11 per common share), respectively, Previously 
Superscope charged product warranty costs to income as 
incurred. Estimated liability for product warranty costs appli- 
cable to obligations beyond one year are classified as long 
termin the balance sheet. 


8. NET INCOME PER SHARE OF COMMON STOCK: 

Net income per share is based on 2,308,000 weighted 
average common shares outstanding in 1976 and 
2,307,000 in 1975. Shares issuable on exercise of outstand- 
ing stock options would not have a dilutive effect and were 
therefore excluded from the computation. 


9. PENSION PLAN: 

Superscope has a pension plan covering substantially alll 
U.S. employees. The total pension plan expense was 
$485,000 in 1976 and $300,000 in 1975. The unfunded past 
service costs amounted to approximately $1,394,000 
at December 34, 1976. The plan was amended effective 
January 1, 1976, to comply with new legislation. 


40. STOCK OPTION PLAN: 

In 1974, Superscope adopted a qualified stock option plan 
which provides for the issuance to key employees, options 
for the purchase of 100,000 shares of common stock. The 
option price per share is the fair market value of the shares 
at the time the option is granted. As of December 314, 1975, 
options fo purchase 36,600 shares were outstanding under 
the plan. Options granted and outstanding at December 
31, 1976, were as follows: 


Year 
option 
granted 
Number 
of shares. 


Total 


1976 1975 1974 1973 


2,950 3,000 6,700. 19,050 34,300 


Option 
price: 
Per 
Share. .$20-$34 


Total. . $64,994 


$10-S13.  $40-S19 $20 310-334 
$37,250 $91,000 $381,000 $574,244 


Exercise 

date.... 1979 1978 1977 1976 
Expiration 

date.... 1980 4979 1978 (977 


During the years ended December 31, 1976 and 1975, 
options for 7,850 and 5,500 shares, respectively, were can- 
celled and none were exercised. At December 34, 1976, 
options to purchase 19,050 shares were exercisable at 
the option price and market value per share of $20 
($381,000 in the aggregate). At December 314, 1975, no 
options to purchase shares were exercisable. Options for 
68,700 shares and 63,400 shares were available for grant 
at December 31, 1976 and 1975, respectively, 


M4. CONTINGENT LIABILITIES AND COMMITMENTS: 

(a) Superscope assists its franchise dealers in flooring mer- 
chandise by guaranteeing to lenders to repurchase inven- 
tory if a dealer defaults on its commitments. Such 
repurchases have been insignificant fo date. The amount 
of contingent liability as of December 34, 1976 is 
undeterminable. 


(b) In September 1973, Superscope was named as a co- 
defendant in an action instituted by Audiotronics Corpo- 
ration against MJI. Audiotronics seeks a recovery of more 
than $30 million based upon alleged claims of breaches 
of warranty and contract, and fraud. The action involves an 
agreement between Audiotronics and Mul relating to 
video tape recorders. The allegations pertaining fo Super- 
scope involve alleged interference between Audictronics 
and MJI and an assertion that Superscope is directly 
responsible for the conduct of MUI as its “alter ego” 


Based upon information available to Superscope through 
March 1977, in management's opinion, ihe allegations of 
Audioironics are basically without merit, Superscope has 
meritorious defenses io all causes of action, and the out- 
come of the litigation will not have a material effect, if any, 
on Superscope’s financial position. 


42. SONY CONTRACT: 

Superscope has, since 1957, acted as exclusive distributor 
in the United States for certain products manufactured by 
Sony Corporation. In January 1973, an agreernent was 
reached with Sony providing for a new contract which 
expires on December 31, 1979. 


Under the terms of the new contract, Superscope will con- 
tinue as the exclusive distributor of {a} Sony reel-io-reel 
recorders, reel-to-reel tape decks, auto cassetie recorders 
and players, and reel-to-reel magnetic tape and 
auto cassette recorders with built-in radios uniil December 
31, 1979, and {b) Sony stereo cassette decks, eight-frack 
decks, cassettes and eight-track cartridges until Decem- 
ber 34, 1977. As to all other Sony tape recorders, the relation- 
ship with Sony terminated as of December 31, 1974. In 
addition, all restrictions pertaining to the marketing and 
sale of competing brands have been eliminated under 
the 1973 agreement. 


The sale of Sony products represented approximately 13% 
of Superscope’s sales in 1976 and 21% in 1975. 
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13, QUARTERLY FINANCIAL SUMMARY (Unaudited) : 
(000 omitted, except per share data) 


____ THREE MONTHS ENDED 
March 31 June 30. = September30 December 31 

NOT SCONES eee a eI I NU gD ee I Seu Gt aie sat Mee $39,612 944,867 $45,517 $50,992 
GrOSS POT ee RN RE Ube apc lih FStE ee Rad au ac  oeRO en a 13,620 15,129 45,182 | 45,790 
Income Defore TAXES Fear tae BC Ne eT SRO tA O2o4 3,770 SATA 2O83 
NetiNGOMe aie Se ee Eee EE evn ane 8 1,882 92,476 Si 2484 eS 7 
Net income as originally reporled. ee S 1,929 S 2,082 3 2486.7 $ 4,719 
Adjustments: | 

A. Change in accounting method (Note 7). 0... 0.6.5... 8. 68 (21) (5) (42) 

B. Effectofrecomputation of accrued advertising expense. . (115) 445 : 
NET INCOME ei uae Ce ee AG An Teac at ae UME GB S 1,882 SHAW) S248 oS MOrY 
Per share of common stock: 

Net income as originally reported ye es Ee Stor oi 00 21 LO Ney 

A. Change in accounting method (Note 7). 0.26.0 00..0.... 03 (.01) | (.02) 

B. Effect of recomputation of accrued advenising expense. . LOS iy 05 

Se Oe SU) is 


NMEHNC OMe een eer I STING AUD elle Aiea) ari Wiaatni ie a) Sey Se NO 


Due to special pricing of discontinued models, gross profit margins in the three months ended December 31, 1976, 

were approximately 3% less than the preceding nine months. 

As of September 30, 1976, Superscope adjusted the 1976 estimated annual consolidated tax rate from 42% to 39%, 
resulting in an effective tax rate of 32% for ihe three months ended September 30, 1976, For 1976 ihe annual consoli- 
dated effective tox rate was computed at 38%, resulting in a consolidated effective tax rate of 36% for the three 
months ended December 34, 1976. 
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